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o SINTANC RESCOTT
IRV CHATELLIER

CERTIFIED PUBLIC ACCOUNTANTS
BUSINESS CONSULTANTS

Providence, Rhode Island

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors and Stockholders of
The Capital Group Securities, Inc.
Cranston, Rhode Island

We have audited the accompanying balance sheets of The Capital Group Securities, Inc. (a Rhode
Island S-Corporation) as of December 31, 2001 and 2000, and the related statements of operations,
changes in stockholders’ equity and cash flows for the years then ended. These financial statements are
the responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audits. ‘

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of The Capital Group Securities, Inc. as of December 31, 2001 and 2000, and the results
of its operations and its cash flows for the years then ended in conformity with accounting principles
generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedules |, 11, lll, and IV is presented for purposes of
additional analysis and is not a required part of the basic financial statements, but is supplementary
information required by rule 17a-5 under the Securities Exchange Act of 1934. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a whole.

February 20, 2002

Cogp. Prsacstt (lumer Lottty Ll



THE CAPITAL GROUP SECURITIES, INC.

BALANCE SHEETS
DECEMBER 31, 2001 AND 2000

ASSETS

Current assets:

Cash and cash eqUIVAIENES. ... e s s esrre e
Deposits with clearing organization ...t e
CommISSIONS FECRIVADIR...........ooiiiiee e re e etre e s earaeeeans

TOtAl CUITENT @SSOUS ... ..o ettet et aevesrabe e s e s rne e e e s e sinsreesassenessnsnsaasarannes

TOTAL ASSETS.....coo ottt ettt e

Current liabilities:

Commissions payable...........cooooiiii e ettt e r et ae b e n e e s rree s
Total current labilities. ................ccoooriieiiiieieiiree e rr e s et e e et r e e s eenee s

Stockholders’ equity:
Common stock, no par value, authorized 2,000 shares, issued and outstanding 100

SRAIES .. e e e e e e e e s e et e et s e et er e bbb n e st s
Additional paid-in-Capital.............cccvviiiiiiiin e reae s
Retained earnings (defiCit)..........cooiuiii i e

Total StOCKROIAErs’ @QUILY ............oooveeiviiiiiiiiirer et e e an e e e

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY ........ccooovvviiiiiiiiinciic,

SEE NOTES TO FINANCIAL STATEMENTS.

001 2000
$ 28,752 $ 19,059
25,964 25,130
102,112 78,398
156,828 122,587
$156,828 $122 587
$ 99,048 $ 74071
99,048 74,071
1,000 1,000
49,000 49,000
7,780 (1.484)
57,780 48 516
$156,828 $122 587




; IHE CAPITAL GROUP SECURITIES, INC.
STATEMENTS OF OPERATIONS
YEARS ENDED DECEMBER 31, 2001 AND 2000
2001 2000
COMIMISSION INCOME.............covoviiiieiisinsieieteeeterisest st e et se st s re e se e saees $750,423 $87,627
COMMISSION EXPEINISE.........cevveecviereetseeneeessetssesre s e e e srtsesssessaresssstessssessrnsssassvessassorees 734,494 76,525
GOSS PIOMMl .os oo oo e e seesses s et eess s eeere s . 15929 11,102
AdminiSrative @XPENSES............uoocceieiiimiieeieiirreeietieeaessrteeessesssesssreessstnrsneessssarsrseees 7,500 12,717
Operating iNCOME (IOSS).............ccovveeeeiiiieiecie ettt st ta e 8,429 (1,615)
Other income :
INTErESE INCOME ...t ettt e e s s e 835 131

INCOME (IOSS)........cooveeveetiereeiitieee s st e a et e s s bevaesae e e st es et s sesaee st enes $ 9264 $(1,484)

SEE NOTES TO FINANCIAL STATEMENTS.







’ THE CAPITAL GROUP SECURITIES, INC.

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2001 AND 2000

001 2000

Cash flows from operating activities:
NEL INCOME (JOSS) . ..eeieuieiiiiiii ittt ettt et s teee e s ste s e e s et s s e e s sae s et e samaeeneeens $ 9,264 $ (1,484)
Adjustments to reconcile net income (loss) to net cash provided by (used for)
operating activities:
Changes in assets and liabilities:

COMMISSIONS FECEIVADIE.........oceee e e e rr e s s s s sa e s (23,714) (78,398)
COMMISSIONS PAYADIE........c.coiiiiieitiiiie et e 24 977 74,071
Net cash provided by (used for) operating activities ....................cc..ceevvvevnvernienn, 10,527 (5,811)
Cash flows from investing activities:
Deposits with clearing organizations ............cccvvererierieninecrinee i e e se e reraens (834) (25,130
Net cash used for investing activVities.................c..ccocvvvviivieinieericcirsisensecrenssneeens (834) (25,130)
Cash flows from financing activities:
Proceeds from the issuance of common stocK...........cccceeeriir e, 1,000
Additional paid in Capital.........c..cveieiiei it e e 49,000
Net cash provided by financing activities ..................c.cccccvveereniiivveesnieniinvensennns 0 50,000
Net increase in cash and cash equivalents....................ccocvvccvnvivernccnnneionenninnn, reeeennns 9,693 19,059
Cash and cash equivalents, beginning of Year..............c.ccccoovvvvivrccriniiinince e 19,059 0
Cash and cash equivalents, end OF year...................ccccocoviiiiiiniininvi e e $ 28,752 _$ 19,059

SEE NOTES TO FINANCIAL STATEMENTS.




IHE CAPITAL GROUP SECURITIES, INC.

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2001 AND 2000

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations

The Company operates primarily throughout Rhode Island as a broker-dealer, registered with the
Securities and Exchange Commission under Section 15 of the Securities Exchange Act of 1934,

Revenue Recognition

Securities transactions and related commission revenues and expenses are recorded on a settlement
date basis.

Cash and Cash Equivalents

For purposes of reporting cash flow, cash and cash equivalents includes cash in checking and
savings accounts and short-term investments with original maturities of three months or less.

Financial Instruments

The carrying amount of the Company's financial instruments, which includes cash, cash equivalents,
commissions receivable and commissions payable approximate their fair value at the balance sheet date due
to their short-term nature.

Income Taxes

The Company has eiected to be taxed under the provisions of subchapter S of the Internal Revenue
Code. Under those provisions, the Company generally will not pay corporate income taxes on its taxable
income. Instead, the shareholders are liable for income taxes on the Company’s taxable income as it affects
the shareholders’ individual income tax returns.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities as of the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

(CONTINUED)




THE CAPITAL GROUP SECURITIES, INC.

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2001 AND 2000

TRANSACTIONS WITH RELATED PARTIES

The Company has entered into an agreement with The Capital Group Financial Advisors, Inc.
whereby The Capital Group Financial Advisors, Inc. provides certain management services, which include
rent, utilities, salaries and other general and administrative expenses, to the Company. The shareholders of
The Capital Group Financial Advisors, Inc. own 100% of the outstanding stock of the Company. For the years
ending December 31, 2001 and 2000, management fees of $3,000 were waived by The Capital Group
Financial Advisors, Inc.

During the years ended December 31, 2001 and 2000, the Company transferred commission income
of $734,494 and $76,525, respectively to the Company’'s sole shareholders. These transfers represent
approximately 98% and 87%, respectively of total commission income.

NET CAPITAL

The Company is subject to the Securities and Exchange Commission’s regulations and operating
guidelines, which require the Company to maintain a specified amount of net capital, as defined, and a ratio of
aggregate indebtedness to net capital, as defined, not exceeding 15 to 1.

The Company's net capital as computed under 15¢3-1 was $49,911 at December 31, 2001 which
resulted in a net capital excess of the required net capital of $6,603 in the amount of $43,308. The ratio of
aggregate indebtedness to net capital at December 31, 2001 was 1.98 to 1.

The Company's net capital as computed under 15¢3-1 was $40,620 at December 31, 2000 which
resulted in a net capital excess of the required net capital of $5,000 in the amount of $35,620. The ratio of
aggregate indebtedness to net capital at December 31, 2000 was 1.82 to 1.

CASH AND CASH EQUIVALENTS

At December 31, 2001, the carrying amount of the Company's deposits was $28,752 and the bank
balance was $28,752, of which the entire amount was covered by federal depository insurance.

At December 31, 2000, the carrying amount of the Company’'s deposits was $19,059 and the bank
balance was $19,059, of which the entire amount was covered by federal depository insurance.

CONCENTRATIONS OF CREDIT RISK

The Company is engaged in various trading and brokerage activities whose counterparties primarily
include the general public. In the event counterparties do not fulfill their obligations, the Company may be
exposed to risk. The risk of default depends on the credit worthiness of the counterparty or issuer of the
instrument. It is the Company’s policy to review, as necessary, the credit standings of each counterparty wrth
which it conducts business.

(CONTINUED)




THE CAPITAL GROUP SECURITIES, INC.

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2001 AND 2000

COMMITMENTS

On October 13, 2000, the Company entered into an agreement with a clearing organization whereby
the clearing organization offers certain clearing, execution, and related services for transactions in securities.
The agreement stipulates that the Company will maintain a $25,000 escrow deposit, rising to $50,000 one
year following the date of the agreement. At December 31, 2001, the clearing organization has not requested
this increase. The balance on deposit totaled $25,964, resulting in a difference of $24,036. In addition, the
Company will be charged a termination fee if it terminates the agreement during the first two years of the
agreement.

(CONCLUDED)
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L SCHEDULE |
THE CAPITAL GRQUP SECURITIES, INC.
COMPUTATION OF NET CAPITAL UNDER
RULE 15¢3-1 OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2001 AND 2000
001 2000
Net capital:
COMIMON STOCK 1.ttt ettt s ettt e e et e e s e e e et e s teeseaeteeeresrareeeeenets $ 1,000 $ 1,000
Additional paid-IN-Capital..........ccoi i e 49,000 49,000
Retained BarmiNgS .. ..vvie e et a e 7,780 (1,484)
TOIAL.........coeeeeee e ettt steae st e e e et enees 57,780 48,516
Adjustments to net capital:
HAITCULS 1.ttt s e s e e et e e s et e e stbe e abeeateetsesabesere e e caetbasetesansensrseas (369) (396)
NORGIOWADIE @SSBE.......c.i ittt et ere e s (7,500) (7,500)
Net capital, as defined ................cccooooevviiiiiiiiiie e $49 911 $40,620
Aggregate indebtedness:
COMMISSIONS PAYADIE ....c.vviiiiiee ettt s e saee e e eae e e e sebeeaas $99.048 $74,071
Total aggregate indebltednNess .................coceeevieiiieii et $99,048 $74.071
Capital reQUITEMENLS .....................occiiiiii ittt st $ 6603 $ 5,000
Net capital in excess of reQUIrement ................ccccccocoviveeiiin oot © $43.308 335,620
Ratio of aggregate indebtedness to net capital...............c.cccccoeviieiiiiieiiiiicicreeene. 1.98 to 1 1.82t0 1
Reconciliation with the Company’s computation (included in Part Il of
Form X-17A-5) as of December 31:
Net capital, as reported in the Company'’s Part lIA (Unaudited) FOCUS Report .......... $46,846 $31,725
Net audit adjustments ... e 3,085 8,895
Net capital POr@bOVe ...........c...cc..cooiivieceiecie et e e et ne e 349,911 $40.620

SEE INDEPENDENT AUDITOR’'S REPORT.
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oo SCHEDULE Il

THE CAPITAL GROUP SECURITIES, INC.

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
UNDER RULE 15¢3-3 OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2001 AND 2000

The Capital Group Securities, Inc. is exempt from the reserve requirements of Rule 15¢3-3 as its transactions
are limited such that they do not handle customer funds or securities. Accordingly, the computation for determination
of reserve requirements pursuant to Rule 15¢3-3 and information relating to the possession or control requirements

pursuant to Rule 15¢3-3 are not applicable.

SEE INDEPENDENT AUDITOR'S REPORT.
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e SCHEDULE 1

THE CAPITAL GROUP SECURITIES, INC.

INFORMATION RELATING TO POSSESSION OR CONTROL
REQUIREMENTS UNDER RULE 15¢3-3 OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2001 AND 2000

The Company had no items reportable as customers’ fully paid securities: (1) not in the Company's
possession or control as of the report date (for which instructions to reduce to possession or control had been issued
as of the report date but for which the required action was not taken by the Company within the time frames specified
under Rule 15¢3-3) or (2) for which instructions to reduce to possession or control had not been issued as of the
report date, excluding items arising from “temporary lags which result from normal business operations” as permitted

under Rule 15¢3-3.

SEE INDEPENDENT AUDITOR'S REPORT.
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’ SCHEDULE IV

THE CAPITAL GROUP SECURITIES, INC.

SCHEDULE OF SEGREGATION REQUIREMENTS AND FUNDS
IN SEGREGATION FOR CUSTOMERS’ REGULATED
COMMODITY FUTURES AND OPTIONS ACCOUNTS

DECEMBER 31, 2001 AND 2000

- The Company claims exemption from the segregation requirements of the Commodities Futures Act since it
has no commodity customers as the term is defined in Regulation 1.3(k).

SEE INDEPENDENT AUDITOR'’'S REPORT.
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OVNEAN " RESCOTT
ORURNES C HATELLIER

CERTIFIED PUBLIC ACCOUNTANTS
BUSINESS CONSULTANTS

Providence, Rhode Island

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL REQUIRED BY
SECURITIES AND EXCHANGE COMMISSION RULE 17A-5

To the Board of Directors of
The Capital Group Securities, Inc.
Cranston, Rhode Island

In planning and performing our audits of the financial statements and supplemental schedules of
The Capital Group Securities, Inc. (the Company) for the years ended December 31, 2001 and 2000, we
considered its internal control including control activities for safeguarding securities, in order to determine
our auditing procedures for the purpose of expressing our opinion on the financial statements and not to
provide assurance on the internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have
made a study of the practices and procedures followed by the Company including tests of such practices
and procedures that we considered relevant to the objectives stated in rule 17a-5(g) in making the periodic
computations of aggregate indebtedness (or aggregate debits) and net capital under rule 17a-3(a)(11) and
for determining compliance with the exemptive provisions of rule 15¢3-3. Because the Company does not
carry securities accounts for customers or perform custodial functions relating to customer securities, we
did not review the practices and procedures followed by the Company in any of the following:

Making quarterly securities examinations, counts, verifications, and comparisons
Recordation of differences required by rule 17a-13

Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related costs
of controls and of the practices and procedures referred to in the preceding paragraph and to assess
whether those practices and procedures can be expected to achieve the Securities Exchange
Commission’s (SEC) above-mentioned objectives. Two of the objectives of internal control and the
practices and procedures are to provide management with reasonable, but not absolute assurance that
assets for which the Company has responsibility are safeguarded against loss from unauthorized use or
disposition and that transactions are executed in accordance with management’s authorization and
recorded properly to permit preparation of financial statements in conformity with generally accepted
accounting principles. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the
preceding paragraph.



+  Because of inherent limitations in internal control or the practices and procedures referred to above,

error or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods
is subject to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control
that might be material weaknesses under standards established by the American Institute of Certified
Public Accountants. A material weakness is a condition in which the design or operation of the specific
internal control components does not reduce to a relatively low level the risk that error or fraud in amounts
that would be material in relation to the financial statements being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions. However,
we noted no matters involving internal control, including control activities for safeguarding securities, that
we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in accordance
with the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that
do not accomplish such objectives in all material respects indicate a material inadequacy for such
purposes. Based on this understanding and on our study, we believe that the Company’s practices and
procedures were adequate at December 31, 2001 and 2000, to meet the SEC's objective.

This report is intended solely for the information and use of the Board of Directors, management,
the SEC, the National Association of Securities Dealers, Inc. and other regulatory agencies that rely on

Rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered brokers and
dealers and is not intended to be and should not be used by anyone other than these specified parties.

February 20, 2002

Lo Pruscott- Ll Chatatusy L



